MARKETS OF OPPORTUNITY - HUNGARY
Phar maceutical Market
Overall Healthcare Market and Financing

Hungary’s healthcare system is governed by the Ministry of Health and administered by the
National Health Insurance Fund (OEP). Although compulsory payroll contributions from both
employers and employees are intended to make the OEP financially self-sustaining, it has
operated at a deficit since its establishment in 1992.

Hungary spends six to seven percent of its GDP on healthcare. In 1999, this amounted to a per
capitahealth expenditure of approximately USD 300. Pharmaceutical costsareasignificant part
of healthcare expenditures accounting for 1.3-1.4 % of the GDP (or 25-30% of the country’s
health care budget).

Utilization of health servicesin Hungary isfairly high. On average, apersoninHungary visitsa
physician fifteen timesayear (compared to seven visitsin Western Europe and North America).
The country has an aging population. Nearly 20% of the population is over 60 years of age and
the population (10 million) has been decreasing for thelast ten years. In 1999, life expectancy for
males was 66.5 years and 75 years for females. According to the World Health Organization,
Hungary’ s death rate due to cardiovascular diseasesis nearly the highest in the world.

Pharmaceutical Market Dynamics

In 1999, Hungary’ s pharmaceutical expenditures amounted to approximately HUF 200 billion
(nearly USD 800 million). Retail pharmacies registered over 80% of total sales (HUF 165-170
billion). In-patient care institutions used the remaining 15-20%.

Thereare morethan 5,000 drugsregistered in Hungary. Of these, approximately 3,000 are over-
the-counter (OTC) medications and receive no state subsidies. The remaining 2,000+ drugsare
prescription medications and are at least partially state-subsidized. The OTC Pharmaceutical
Association estimatesthat in 1999 only 20-23% of Hungarian drug consumptionwasOTC. This
figure compares to 30-40% in other developed countries. The OTC market share has
significantly increased in recent years and this trend is expected to continue.

Before the market was liberalized in 1990, foreign companies had no more than 20% of the
pharmaceutical market in terms of value. In 1999, imported drugs accounted for 70% of total
pharmaceutical sales (in terms of value) and 30% of total consumption. The average producer
price of apacket of Hungarian medicineisabout $1.30 compared to $5.30 for imported medicine.
The average wholesale margin is 8%, whileretall marginis 18%. Currently, imported drugsare
assessed neither an import duty nor value added tax (VAT) in Hungary. (The VAT is 25%.)
However, due to EU accession requirements, this may change in the future.

Generic pharmaceutical s make up 55-60% of all Hungarian-made pharmaceutical productssold
in Hungary. Around forty percent of al pharmaceuticals made in Hungary are made under a
license and only eight to ten percent are original Hungarian products (although most of these are
no longer covered by patents). Hungarian versions of patented medicines accounted for ten
percent of all production.



All magjor Hungarian pharmaceutical companies have been privatized during the last few years.
Gedeon Richter Ltd., thelargest pharmaceutical company in Hungary, was privatized through a
public offering and its shares are currently traded on the Budapest Stock Exchange. ICN
Hungary (formerly Alkaloida) is majority-owned by the U.S. pharmaceutical manufacturer ICN,
Inc. Pharmavit, ageneric and vitamin manufacturer, was acquired by Bristol-Myers-Squibb in
1996. Foreign drug manufacturershave also acquired majority stakesin Chinoin, EGIS, Biogal,
and Human. The drug wholesalers and retail pharmacies have also been privatized in recent
years. Currently over 50 companies have wholesale licenses, however less than eight have
significant turnover.

Hungarian pharmaceutical companies have maor export marketsin both devel oped countriesand
intheformer socialist countries, thelargest being Russia. About one-third of the Hungarian drug
production is being exported.

Reimbursement/Pricing

Hungary has adrug reimbursement system that is administered by the National Health Insurance
Fund (OEP) and controlled by the Ministry of Health. Based on the Ministry’s proposal, the
Parliament approves drug-subsidies as part of the health care budget for thefollowing year. The
Ministry continuously revises this subsidy system and major changes are expected. However,
under the present system, the state subsidizes pharmaceutical purchasesin one of two ways. By
one method, consumers receive reimbursement of apercentage of the drug’ sretail price (50, 70,
90 or 100%). By the other method, the retail price of the drug aready reflects a fixed-amount
subsidy based on its active ingredients. “Fixed-amount subsidies’” based on active ingredients
will become more common under current reform policies. Total subsidies have been
approximately equally divided between Hungarian-made and imported pharmaceuticals.

In recent yearsthe National Health Insurance Fund (OEP) has covered 70-75% of Hungary’ sdrug
expenses and patientsthe remaining 25-30%. Each year, the OEP (asthe primary drug purchaser
in Hungary) and pharmaceutical firms have negotiated the price of more than 2,000 prescription
drugs. However, in 1999, the government declined to participate in the negotiationsand placed a
cap on drug spending. This year the OEP is to switch to funding only “evidence-based
medicines’, checking the efficacy of the 400 drugs on which it spends 90% of state-subsidies.

Along with the country’ s total healthcare budget, the drug budget has been decreasing in real
terms. Still, drug pricing is a hot political issue in Hungary. Hungarian citizens became
accustomed to inexpensive drugs during four decades of the communist era and most still feel
entitled to low cost drugs as well as free medical services.

Registration

The National Institute of Pharmacy (OGY I) processes drug registrations in Hungary. There are
over 5,000 drugs registered in Hungary of which 550 new products were registered in the last
year. Registration fees vary between USD1,200-4,000 depending on various factors. Drug
registration may take up to two years. However, Hungary recognizes the EU centralized
procedure (i.e. drugs with EU registration are licensed by the Hungarian Drug Institute within 3
months after all required documents were presented).



A new Drug Law was passed by Parliament in 1998 and came into force at the beginning of
1999. Executive decrees with detailed regulations are being prepared/approved.

Major Contacts

OGYI| NATIONAL INSTITUTE OF PHARMACY
Dr Tamés Padl, Director General

Zrinyi u. 3

1051 Budapest, Hungary

Tel: (36 1) 317 1488  Fax: (36 1) 318 1167
(Registration of pharmaceutical products)

E-mail: [oqyi @oqyi.hd

Website: http://www.ogyi.hul

MINISTRY OF WELFARE

Dr Maria Nemes, Director, Pharmaceuticals
Arany Janos u. 6/8

1051 Budapest, Hungary

Tel: (36 1) 3323100 Fax:(36 1) 302 0925

HUNGAROMEDICIN Association of Pharmaceutical Manufacturers and Wholesalers
Dr Laszl6 Buzas, Secretary General

Vorosmarty ter 1

1051 Budapest, Hungary

Tel: (36 1) 3183788 Fax: (36 1) 318 8587

Major US firmsin the market:

ICN Hungary Rt

Robert Grobin, General Manager

Kabay Ju. 29

4440 Tiszavasvéari, Hungary

Tel: (36 42) 275511 Fax: (36 42) 372512

Key products. morphine derivatives with 35 year concession, drugs, intermediers.
Majority owner: ICN Inc. USA

E-mail: jcnalk@szabinet.hu|

Homepage: Wwww.szabinet.hu/www.icnalk.hu]

LILLY HUNGARIA Kft

Dragan Majetic, Managing Director

Madach Imre utca 13

1075 Budapest, Hungary

Tel: (36 1) 3285100 Fax: (36 1) 328 5101
(Production and sale of pharmaceuticals)

MSD MERCK SHARP & DOHME Kft
Tartsay Vilmos utca 14


mailto:ogyi@ogyi.hu
http://www.ogyi.hu/
mailto:icnalk@szabinet.hu
http://www.szabinet.hu/www.icnalk.hu

1126 Budapest, Hungary
Tel: (36 1) 224 8200 Fax: (36 1) 224 8288
(Pharmaceuticals)

PFIZER Kft

Koenraad Bostoen, Country Manager

Arbocu 6

1133 Budapest, Hungary

Tel: (361) 451 1700 Fax: (36 1) 451 1777
(Pharmaceuticals)

PHARMACIA & UPJOHN

Ms Katain Szutrely, CEO

Istenhegyi ut 18

1126 Budapest, Hungary

Tel: (36 1) 488 0960 Fax: (36 1) 214 1755

(Pharmaceuticals ) — Ms Szutrely is the current head of the “Loca American Working
Group” representing PhARMA in Hungary

PHARMAVIT Rt

a Brystol-Myers Squibb Company

Dr Imre Somody, President and CEO

Levai u5

2112 Veresegyhaz, Hungary

Tel : (36 28) 385 960 Fax: (36 28) 385980

Magjor production lines: "Pluss’ nutritional food supplements; generic drugs. - Fully owned by
Brystol-Myers Squibb, USA

SCHERING-PLOUGH USA

Ms Agnes Kutas, Director

Vaci ut 35

1134 Budapest, Hungary

Tel: (36 1) 346 1700 Fax: (36 1) 236 3080
(Pharmaceuticals)

Gedeon RICHTER Chemical Works Rt

Mr Erik Bogsch, Director General

Gyomroi Gt 19-21

1103 Budapest, Hungary

Tel: (361) 4314000 Fax: (36 1) 260 4891

The largest Hungarian pharma manufacturer with key product areas in cardiovascular, central
nervous system, contraceptive and gastrointestinal drugs. Privatized viapublic offering - shares
on the Budapest Stock Exchange

EGIS Pharmaceuticals Rt

Dr Istvan Orban, President & CEO
KeresztOri Ot 30-38

1106 Budapest, Hungary



Tel: (361) 2655555  Fax: (36 1) 265 5529
Hungary’s No. 2 manufacturer with key products. branded generics, licensed products and
original products. Majority owner: Servier Laboratoires, France
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